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CONFIDENTIAL STATE 157499 

PASS SIMON PARTY 

SUBJECT: U.S. ITALY INCOME TAX TREATY 

FOLLOWING IS PROVIDED FOR YOUR INFORMATION. TREASURY 
STAFF SEES NO NEED FOR YOU TO RAISE THE ISSUE. 

1. DUE TO ITALIAN TAX REFORM MEASURES WHICH TOOK 
EFFECT JANUARY 1, 1974, THE INCOME TAX TREATY BETWEEN THE 
UNITED STATES AND ITALY SIGNED IN 1955 WILL HAVE TO BE 
RENEGOTIATED. 

2. BOTH SIDES ARE INTERESTED IN MAINTAINING 

THE APPLICATION OF THE TREATY ON AN INTERIM BASIS UNTIL 
A NEW TREATY CAN BE NEGOTIATED, WHICH IS NECESSARILY A RATHER 
LENGTHY PROCESS. 

3. HOWEVER, TO PROTECT U.S. RIGHTS, THE U.S. 

HAS NOTIFIED ITALY OF ITS INTENTION TO TERMINATE THE 
TREATY AS OF JANUARY 1, 1975 IF AN ACCEPTABLE AGREEMENT 
HAS NOT BEEN REACHED BY THAT TIME FOR CONTINUING IT IN FORCE. 
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THE NOTICE OF TERMINATION WAS PRESENTED AS SIMPLY A FORMAL 
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EXERCISE OF THE OPTION OPEN TO EITHER SIDE, WITH 
ASSURANCES THAT THE NOTICE WILL BE WITHDRAWN IF A 
SATISFACTORY ARRANGEMENT IS REACHED. 

4. TECHNICAL DISCUSSIONS HAVE ALREADY BEEN INITIATED AND WILL 
BE PURSUED ON AN AGREEMENT TO CONTINUE THE TREATY IN FORCE 
UNTIL A NEW TREATY CAN BE NEGOTIATED TO REPLACE IT. 

5. THE PRINCIPAL ISSUE OF DIFFERENCE BETWEEN THE TWO PARTIES 
IS THE NEW LOCAL TAX IN ITALY (ILOR) WHICH ITALY FEELS SHOULD 
NOT BE COVERED BY THE TREATY BECAUSE IT IS A LOCAL TAX. U.S. 
POSITION IS THAT DESPITE ITS DESIGNATION AS LOCAL THE ILOR 

IS A NATIONAL TAX IN CHARACTER BECAUSE IT IS ESTABLISHED 
AND CAN BE CHANGED ONLY BY THE NATIONAL PARLIAMENT. 

TO EXCLUDE IT WOULD REDUCE THE COVERAGE OF THE TREATY ON THE 
ITALIAN SIDE SO THAT ITS APPLICATION WOULD NOT BE RECIPROCAL. 
(U.S. STATE AND LOCAL TAXES ARE NOT COVERED, BUT IN PRACTICE 
NO STATE OR LOCAL GOVERNMENTS WITHHOLD TAX ON PAYMENTS 
TO ITALIAN RESIDENTS.) 

INGERSOLL 
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